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EFFECT OF THE WAR ON COTTON 

BY C. T. EEVEEE 



Fob the last forty years it lias been the proud vaunt of 
the men of the South that cotton is a " world commodity." 
By this characterization an attempt was made to convey the 
impression that the South 's great staple was invulnerable 
to depressing influences of an isolated or local character. 
Poor trade in Lancashire could be ignored if all went well 
with commerce elsewhere. A strike at Fall Eiver, affecting 
fifty thousand employees, was of no moment if spindles in 
other textile centers were humming on full time. So wide 
were the ramifications of cotton, so universal was its use, 
that only those who took a broad world-grasp of the situa- 
tion could read the future of its price movements. 

Under the world-wide assault on commerce and industry 
resulting from the conflict in Europe, cotton has suffered 
more severely than if it had been a commodity of merely 
local importance. Every department of the trade has broken 
down. The demoralization in foreign exchange, high marine 
insurance, excessive war risks, and scarcity of tonnage laid 
a paralyzing hand on the exportation of the staple. Fright 
seized upon the cotton exchanges, and the commodity 
markets shared in the panic that prevailed in securities. 
Hostile armies fought their fiercest battles in the prosperous 
textile regions of Belgium, France, Alsace, and Austria. 
Operatives by the thousand left the mills of Ghent, Lille, 
Boubaix, and Muelhausen. Lancashire, although only 
slightly affected by loss of skilled workers, immediately went 
on less than half-time. • New England spinners, scenting 
bargains owing to withdrawal of export demand, cannily 
kept out of the market to await the flood of distress cotton. 

So once more the gaunt specter of six-cent cotton stalks 
abroad in the Southland, and the planters who had comforted 
themselves with the assurance that this grim visitor had 
been driven away in the late nineties, never to return, are 
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moving heaven and earth to make the sojourn of the unwel- 
come guest as brief as possible. 

The plight of the South, however, is not all that makes of 
cotton a problem of first magnitude. The crop now moving 
to market, as nearly as it can be estimated, is probably be- 
tween 15,000,000 and 16,000,000 bales. Under normal condi- 
tions it might be expected to have a value of more than 
$1,000,000,000, including the seed. The crop for the season 
of 1913-14, which ended on August 31, was 14,588,000 bales, 
with an estimated value of $957,902,336, to which should be 
added the value of the cotton-seed, bringing the total up to 
$1,114,502,336. If, as a result of the war, cotton should 
bring no more than seven cents per pound, the value of a 
15,000,000-bale crop would be only $525,000,000, which, with 
the addition of $75,000,000 for seed, would bring a total of 
$600,000,000 — more than half a billion less than the smaller 
crop of last season. 

Moreover, the international trade situation would be 
vitally affected. During the five fiscal years from 1910 to 
1914, inclusive, the total net balance in favor of the United 
States was $2,573,011,666, or an average of $514,602,333 for 
the five years. In that same period our cotton exports 
averaged in value $551,889,576. It is probable that the 
South would have exported to Europe during the current 
season fully 9,500,000 bales at an average price of eleven 
cents, or $55 per bale. This would have brought to this 
country a minimum of $522,500,000. Some cotton prophets 
are figuring that if the war should last until after the first 
of January the exports of cotton from the United States 
would not exceed 4,500,000 bales at an average price of seven 
cents per pound. This would mean only $297,500,000. Thus 
it may be seen that seven-cent cotton, while directly an im- 
poverishment to the planter, vitally affects the financial and 
commercial life of the whole country. 

It is impossible to obtain a thorough grasp of the existing 
cotton situation without taking into consideration the fol- 
lowing salient features : First, the financing and marketing 
of the present crop; second, the probable consumption or 
takings by the world's spinners; third, the possibilities for 
next season's crop; fourth, the conditions in the contract 
markets and their effect upon the marketing of the present 
crop. 

The financing and marketing of the crop are interwoven 
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with the troublesome export problem. If Europe had been 
in a position to take and finance the minimum of 9,500,000 
bales allotted by prophetic statisticians, there would have 
been no obstacles in the way of financing the crop, and conse- 
quently Secretary McAdoo would not have been compelled 
to resort to calling a conference of financiers and cotton men 
to suggest ways and means for dealing with one of the knot- 
tiest questions that ever has been put up to a Secretary of 
the Treasury. In order to obtain an idea of the manner in 
which the war has turned calculations topsy-turvy, atten- 
tion is called to the following table giving the normal ex- 
ports of American cotton to the leading European countries, 
and estimates of their probable imports in case the war 
should last a year : 

Name of Country. Normal Imports. Imports Under War Conditions. 

United Kingdom 4,000,000 2,000,000 

Germany 2,500,000 

France.* 1,000,000 300,000 

Italy ,.... 500,000 650,000 

Spain 300,000 400,000 

Belgium 200,000 50,000 

Russia ' 100,000 

Austria 125,000 

All other Europe 275,000 100,000 

Japan 500,000 1,000,000 

Total 9,500,000 4,500,000 

The sudden withdrawal of buying power for 5,000,000 
bales of cotton, ordinarily greedily taken by Europe, has 
imposed upon the South a burden for which it was utterly 
unprepared. The only offset against the reduced European 
exports are prospective increases in the demand from Japan 
and consumption by the mills of the United States and 
Canada. With all these taken into consideration, however, 
and figuring on the basis of a crop of 15,000,000 bales, the 
most hopeful analysis places the minimum amount of cotton 
that will have to be carried bv the South into the next crop 
at 3,5 00,000 bales. 

Moreover, the financing of this huge surplus for a full 
season does not by any means indicate the magnitude of the 
task before the South. The greatest difficulty will be in the 
gradual marketing of the cotton that actually is needed, 
and to prevent it from being thrown on the market regard- 
less of value. 
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The conference at Washington was forced to consider the 
problem of preventing the impoverishment of the South 
and the impairment of the nation's debt-paying power, with- 
out committing the Government to support the price of cot- 
ton by such futile methods as were attempted by Brazil 
through the medium of buying up the surplus supply of 
coffee. The sentiment of the conference was well expressed 
in a resolution of which the following contains the salient 
features : 

That the average market value of middling cotton for the past six 
years has been in excess of twelve cents per pound, that the committee is 
informed that the cost of producing cotton averages throughout the 
United States about nine and one half cents a pound, that it is a rule of 
economics that the production of staple commodities will decrease if they 
continue unsalable at less than the cost of production plus a reasonable 
profit. That cotton does not deteriorate when properly warehoused, and 
is as good twenty years after it is picked as when it is first gathered; 
that it can, therefore, be carried over until the restoration of normal busi- 
ness conditions enables the world's consumption to absorb it. The Com- 
mittee is therefore of the opinion that every effort should be made to as- 
sist the producers to hold their cotton for a price that will minimize 
their loss as far as possible until such time as the channels of foreign 
trade shall be reopened. That loans upon cotton made upon a basis of 
eight cents per pound for middling, less such margin as the lender shall 
consider necessary, will afford reasonable protection to bankers and will 
greatly facilitate the financing of our most important export crop in the 
present emergency. 

That in suggesting eight cents per pound for middling cotton as a 
basis for loans it is not the purpose of the committee to convey the idea 
that that figure represents, in its opinion, the intrinsic value of cotton, but 
that it is sufficient, in its judgment, to meet the requirements of the situa- 
tion and enable the farmer to market his cotton in an orderly and de- 
liberate manner. 

Your committee recommends that notes having not longer than four 
months to run, when secured by proper warehouse receipts for the aforesaid 
commodity, properly insured, be accepted for rediscount by the Federal 
Reserve Banks, when organized, and that they also be approved by the 
National Currency Association as security for additional circulation to 
the National banks under the provisions of the Aldrich-Vreeland Act, 
as amended by the Federal Eeserve Act. 

Secretary McAdoo has expressed the view that by the al- 
lotment of emergency currency to Southern banks the funds 
available would be more than enough to pay for the picking 
of the present crop, which would call for a cash outlay of at 
least $100,000,000. It is believed also the apportionment 
would be sufficient to provide for the carrying of 4,000,000 
bales, and that this, in addition to such assistance as might 
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be given out of the normal resources of the banks, should 
tide over the present difficulty. 

One feature that will militate against the careful market- 
ing of the cotton crop, as well as the holding of a large 
surplus, lies in the totally inadequate storage capacity of 
the Souths The cotton belt has never been forehanded and 
progressive in the methods by which it has marketed its 
chief commodity. Whereas the wheat and corn belts have 
an up-to-date elevator system, capable of holding enormous 
quantities of grain during periods of congestion, the ware- 
house system of the South has always broken down, except 
in the case of a moderate crop which moved rapidly to 
market. Even under normal conditions the movement of a 
large crop has always caused congestion at big concentrating 
points. In years of bumper yields the rush of cotton to 
Galveston, Savannah, and New Orleans has left bales by the 
thousand lying exposed on docks and on platforms adjacent 
to railroad yards awaiting shipment. 

In the last two or three years the big terminals at Galves- 
ton, New Orleans, Savannah, and Norfolk have been greatly 
improved, but their capacity has been unwarrantably taxed, 
owing to the lack of storage facilities in the interior. 

This scarcity of warehouses, particularly in the small in- 
terior towns, has resulted in an enormous annual loss to the 
South, because the cotton which has been held has been left 
exposed to the weather, and in a rainy and stormy season 
the fiber on the outside of the bales has to be picked off and 
thrown away. 

Naturally, if the farmer through holding his cotton is 
forced to lose ten per cent, of it through the medium of 
" country damage," it would be better for him to sell imme- 
diately at any prices obtainable rather than keep his output 
off the market and take his loss later as a result of the de- 
terioration in the quality of cotton. 

Although the warehouse question has been agitated in 
the South almost annually, the response to the appeal for 
more adequate storage facilities has met with only a 
shuffling response. This year, however, there seems to be 
an awakening, particularly in Texas and Oklahoma. Practi- 
cally every small town with " wagon receipts " of 2,000 to 
5,000 bales has been the center of mass meetings attended 
by farmers and local business men, and at nearly all of 
these gatherings generous subscriptions have been taken up 



554 THE NORTH AMERICAN REVIEW 

for the building of warehouses. On account of the exigen- 
cies of the situation, time has been a decided essence, and in 
many cases the warehouses under construction are merely 
sheds with galvanized iron roofs, but at the same time 
affording sufficient protection from the elements. The 
tendency has been toward moderate concentration in these 
structures, with storage limited to 2,500 bales, owing to the 
attitude taken by the insurance companies which wish to 
restrict loss in the case of any one fire. Many of these ware- 
houses will be bonded, and the Texas Legislature has been 
in session for the purpose of passing laws regulating the 
warehouse system of the State. As a result of this agitation 
it seems a fairly safe prophecy that the cotton storage 
capacity in the interior of Texas will be fully trebled before 
the first of December. 

Plans on a more ambitious scale have been undertaken in 
the Eastern cotton States as a result of the co-operation 
offered by one of the big fertilizer corporations, which has 
organized a subsidiary company capitalized at several mill- 
ions. It is proposed to construct at least ninety warehouses 
throughout the Oarolinas, Georgia, and Alabama for the 
purpose of storing the cotton which holders in that section 
wish to keep off the market. Memphis already has a big 
warehouse system, but it is proposed to increase its capacity 
to 2,000,000 bales, thus making it the greatest interior con- 
centrating point in the South. 

Naturally the paralysis of the European textile trade 
offers a splendid opportunity for neutral countries. Un- 
fortunately for the South, these countries are few. The cot- 
ton consumption of Sweden, Holland, Italy, and Spain is 
likely to undergo some increase, as may be noted in the 
figures hitherto given on probable exports for the season. 
The greatest increases, however, should be in Japan and 
the United States. Japan has always been a shrewd buyer 
of cotton and has taken freely whenever the price was cheap. 
The normal importations of Japanese spinners are about 
300,000 bales annually. In 1911, however, when cotton tem- 
porarily sold a. trifle below nine cents, the purchases for the 
account of these Yankees of the Orient amounted to 514,000 
bales. This season even greater activity has been observed. 
The moment cotton reached the price of nine cents Japanese 
buyers were active all over Texas, and have since extended 
their activities to Oklahoma and Arkansas. Some extrava- 
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gantly high estimates have been in circulation regarding 
the probable purchases of Japan, some of them reaching 
the enormous total of 2,000,000 bales. These figures, how- 
ever, seem unwarranted by conditions, as Japan's maximum 
consumption of American cotton could hardly exceed 400,- 
000 bales annually. The best opinion, therefore, places 
Japanese importations at about 1,000,000 bales, which 
should furnish supplies for two and a half years. 

There is no doubt that American cotton manufacturers 
have an opportunity for the extension of markets such as 
never has been presented before. The practical obstacles 
in the way of fulfilling certain extravagant hopes, however, 
are likely to cause some disappointment to those who expect 
to see American cotton goods driving out of foreign markets 
the output of European looms. The poor financial condi- 
tions in South America are likely to act as a deterrent to a 
heavy trade in cotton goods with those countries, for Amer- 
ican cotton manufacturers have not the resources to extend 
the long credits to which South-American customers have 
been accustomed. That a strong effort will be made to ex- 
tend trade with the Latin- American countries seems certain, 
but the success of the experiment and the permanency of 
results are in doubt. 

Cotton consumption in the United States and Canada for 
the season just closed is placed at about 6,000,000 bales. 
There is likely to be some increase over these figures, which 
constitute a high record. American manufacturers have 
always found the home market much more satisfactory than 
export trade. Prices are better and credits are shorter. 
European importations will be greatly reduced and such 
fabrics must be replaced by those of native make. Indica- 
tions point to an enormous increase in the heavy-weight 
goods, especially for bagging purposes. Practically no im- 
portations of jute are being received from India, and mill- 
ions of yards of heavy-weight cotton goods must be bought 
to take the place of jute. A scarcity of dyestuffs, fully 
eighty-five per cent, of which come from Germany, naturally 
will operate against a normal output of colored goods, but 
American enterprise and ingenuity should afford relief in 
time. 

Taking all factors into consideration, it seems reasonable 
to assume that American mills will buy at least 7,000,000 
bales out of the present crop. Their purchases would easily 
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reach 8,000,000 bales were it not for their poor financial con- 
dition. For the last six years, with the exception of the big 
crop season of 1911-12, cotton has averaged twelve cents 
per pound and higher. The high grades last season cost 
American manufacturers an average of fourteen cents per 
pound. On account of the unsatisfactory state of the goods 
markets nearly every American manufacturer for the last 
year and a half has lost money. Consequently, the spinners 
of America cannot buy the surplus which they would be 
only too glad to take and store away. If, instead of afford- 
ing aid for the farmer to hold his crop, some means could be 
devised to enable the American spinner to buy the cotton 
he wants, a much more logical solution of the problem 
would be found. 

The amount of cotton that will be actually consumed by 
America is uncertain. Just at present mills generally are 
operating on short time, and until trade picks up the normal 
rate of consumption is not likely to be reached. The un- 
usual proportion of heavy-weight goods, however, is bound 
to play its part in the end, and the best judges throughout 
the cotton trade believe that the actual consumption by 
American mills this season Avill be 6,500,000 bales and prob- 
ably more. 

The policy which the South will pursue in regard to the 
crop to be planted in the spring of 1915 will have more than 
the usual bearing on the price of the old crop. It is recog- 
nized that the acreage must be reduced. It is doubtful even 
if a decrease of fifty per cent, in acreage would produce the 
corrective results desired, for intensive farming might pre- 
vent a corresponding falling off in production. The South 
has been accustomed to look upon cotton as its cash crop. 
In fact, as Mr. S. T. Hubbard, one of the ablest members of 
the New York Cotton Exchange, has aptly said : " The South 
looks upon cotton as cash rather than property." On ac- 
count of the fact that cotton is the " money crop," the 
poorer class of tenants, who prefer liquid assets of fluctu- 
ating value to those which are less easily convertible into 
silver dollars, has been largely responsible for the failure 
of the South to diversify its agricultural pursuits. If the 
calamitous consequences of the war should cause a tendency 
to turn more generally to the production of foodstuffs, the 
conflict in Europe will have accomplished something which 
continued missionary efforts have failed to achieve. 



EFFECT OF THE WAR ON COTTON 557 

The men of the South even distrust themselves in regard 
to inducing a proper reduction in cotton acreage. Several 
suggestions have been made, one to the effect that a tax be 
placed on cotton acreage. This was promptly rejected by 
Representative Underwood, to whom the appeal was ad- 
dressed, as a violent use of the taxing power of the Federal 
Government. A proposal also has been made to the effect 
that laws be passed restricting the cultivation of cotton for 
a year or more only to those who have obtained licenses. 
The most practical suggestion probably calls for the passage 
by Southern legislatures of bills outlawing the cotton crop 
as security for debt, thus making advances by country 
merchants illegal. With these chattel mortgages placed in 
the list of doubtful securities, the supply merchants would 
be forced to take a position that automatically would reduce 
the cotton acreage. 

The South has realized that some one must buy its cotton, 
and various expedients have been adopted to increase the 
absorptive power. Among these has been the organization 
of so-called " Bxiy a Bale " clubs. These bodies are local 
in character, and the consideration for membership is the 
purchase of one bale of cotton at ten cents a pound. Presi- 
dent Wilson has assisted in popularizing the movement by 
paying out one hundred dollars for two bales of cotton at 
the stipulated price. 

The crop is so big and the necessities so urgent that buy- 
ing must be of a wholesale rather than retail character. 
Unfortunately the cotton exchanges are powerless to fur- 
nish the needed assistance, owing to the demoralization 
which has caused the suspension of trading in all markets 
of this character. The failure to resume business has been 
due to certain technical and financial problems which have 
been difficult of solution. Enormous losses have fallen upon 
cotton brokers through the precipitate decline in prices, and 
it has taken the most careful and intelligent work to dis- 
tribute these losses without causing a paralysis of organiza- 
tion. 

One fact has been brought sternly home to the South: 
cotton exchanges are needed. They are not merely gambling 
institutions, but necessary adjuncts to the marketing of the 
crop. When the great fall in prices came in the autumn of 
1911. the weight of the great crop of 16,138,000 bales, through 
the medium of the contract system, was distributed as far 
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ahead as 1920, Spinners who might wish to accumulate a 
reserve stock for one or two years, and who would be able 
to do this through the medium of margin trading, under 
present conditions are restricted to purchases of actual cot- 
ton which they must buy outright. Consequently they can 
take only about one-tenth as much cotton as they would be 
able to obtain if they could use the machinery of the cotton 
exchanges. 

For years the South, its sentiment inflamed by demagogic 
harangues of politicians, has clamored for the abolition of 
the cotton exchanges. This outcry is not likely to be heard 
again. There is no method by which spinners can make 
forward contracts, except through the use of the system of 
future contracts made upon cotton exchanges. And only 
by this system, with its painstaking methods for obtaining 
statistics and quotations, is it possible to give a correct idea 
of prices. With the resumption of business by the great 
cotton exchanges of New York, Liverpool, and New Orleans, 
it would be possible in one day to absorb more cotton than 
could be taken off the market in a whole year through the 
organization of " Buy a Bale " clubs. 

While the losses throughout the cotton trade have been 
severe, the depression is not likely to be of discouraging 
duration if the situation is handled with intelligence and 
foresight. With the righting of the foreign exchange mar- 
kets other countries will be able to import more than 4,500,- 
000 bales. American spinners, with proper assistance from 
their bankers, can buy a minimum of 7,000,000 bales. The 
holding of the surplus should not present an insuperable 
financial problem. If the exchanges are able to resume their 
normal functions, the consumers of cotton will quickly lay 
in a store of contracts fully equivalent to the surplus which 
the South otherwise would find so burdensome. With assur- 
ance of a reduction in next season's acreage, it would seem 
as if eight cents would be a reasonable expectation for a 
minimum price, which would last only for a brief period. 

C. T. Reveee. 



